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Financial Highlights

(In thousands, except shares and per share data)

2001 2000 % Change
For the year as reported
Net sales $422,970 $454,044 (6.8)
Profit from operations $ 13,416 $ 43524 (69.2)
% of net sales 3.2% 9.6% -
Net earnings $ 4,809 $ 28,250 (83.0)
% of net sales 1.1% 6.2% -
Basic earnings per share $ 053 $ 3N (83.0)
Diluted earnings per share $ 052 $ 309 (83.2)
Dividends per share $ 080 $ 078 26
Economic profit {loss)™ $ (9,000) §$ 8600 -
Return on invested capital 6.4% 15.0% -
Average shares outstanding — diluted 9,203 9,135 0.7
For the year excluding unusual items®
. Profit from operations $ 18,457 $ 43,524 (57.6)
- % of net sales 4.4% 9.6% -
Net earnings $ 12,213 $ 28,250 (56.8)
% of net sales 2.3% 6.2% -
Basic earnings per share $ 1.35 § 31 (56.6)
Diluted earnings per share $ 1.33 § 309 (57.0)
At year-end
Total assets $246,619 $263,285 (6.3}
Total debt $ 19,765 § 22572 (12.4)
Shareholders’ equity $154,328 $154,948 {0.4)
Ratio of total debt to total capital 11.4% 12.7% -
Shareholders’ equity per share (ending) $ 17.08 $ 1712 {0.2)
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Per Share®

m Economic Profit is operating profit after tax less a capital charge for net assets employed in the operations of the Company. The cap-
ital charge is intended to represent the return expected by the providers of our capital. Economic profit is not intended to be prepared
in accordance with generally accepted accounting principles.

o Excludes unusual items in 2001 of $5,041 pre-tax ($9,962 of restructuring charges, $1.007 of inventory write-downs and a $5,928
pension settlement gain) and a $4,267 after—tax charge to record a deferred tax valuation allowance.

®Excludes unusual items. 1




Tennant at a Glance

Imdwstrial

Quitdoor

, . "
Floor Maintenance Maintenance ‘ Y Pt L=
Equipment Equipment ‘ ‘ o
.., i
L. "..':g - a .
- G wl £

© North America * North America Tl = - -
REGIONS e Europe * Europe ] bt 5.

 Other International  Bther International )

Rider and walk-behind sweepers and scrubbers Rider broom and vacuum sweepers
PRODUCTS/ Used on surfaces with vehicle and heavy foot traffic: Used on outdoor surfaces:
APPLICATIDNS factories, warshouses, stadiums, airports, parking garages parking lots, amusement parks, streets, sidewalks, alleys, parks
TENNANT Tennant 2007 net sales: $232 million Tennant 2081 net sales: $32 million
SALES

Extensive glebal coverage Extensive global coverage
SALES/ o Direct sales and service in: Australia, Austria, Canada, France, o |ndustrial direct sales and distributor channels
SERVICE Germany, The Netherlands, Spain, United Kingdom, United States

o Well-established full-service distributor netwaork in 45 other

countries, including most of those in Europe, plus Japan

o Worldwide market leadership © Premium product performance
COMPETITIVE e Broad product line @ Strong worldwide sales organization, parts availability
EDGE © Reputation for innovation and quality and repair service

e Strong worldwide sales organization, parts availability

and repair service

© Maintain praduct reputation and leadership o Expand product line to serve new areas of the outdoor market
CROWTH e Leverage unique direct sales/service and strong distributor network © Introduce products that help customers reduce their costs to clean
STRATEGIES o Introduce products that help customers reduce their costs to clean and comply with relevant environmental regulations

© Leverage industrial sales and service network

BRANDS Tennant Tennant
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Commercial

Floor Maintenance
Equipment

o North America
e Europe
e Other international

Floor Coatings

e North America
o Other International

Walk-behind scrubbers and sweepers, carpet extracters,
burnishers, vacuums, polishers, other specialized equipment

Used con hard surfaces and carpet:
schools, hospitals, office buildings, supermarkats,
retail outlets, airport terminals

Products that coat, repair, and upgrade concrete and wood {loors

Used on floors with light to heavy traffic:
factories, warehouses, afrport hangars

Tennant 2091 net sales: $139 million

Tennant 2001 net sales: $20 millicn

Growing glohal coverage
o Strang distributor network covering North America
o Expanding international distribution network

Sold directly in North America as complement to industrial floor
maintenance equipment

¢ Also sold by independent contractor network
e Applied by customer or member of contractor network

e Strong position in North America
o Recognition for multiple brands of innovative, quality products
e Reputation for high level of support to distributors

o In-house chemistry lab developing proprietary products

s Strong independent contractor network

o Skilled technica! support

® An environmentally safe floor coating system: Eco-Coatings™ & Eco-Prep™
© Broad line of coatings, sealers and resurfacers

o Continue extending market coverage by offering multiple brands for multiple
distribution channels

o Focus an the growing proportion of the total market served by building
services contractors

@ |ntroduce products that help customers reduce their costs to clean

o Continue developing leading-edge products and services

e Provide application support to assure uniform results whether products
applied by customers or contractars

o Offer total floor cleaning solutions

Tennant, Nobles, Castex

Tennant

EUROPE

Outdoor
Commercial

Imdustrial

OTHER INTERNATIONAL

Floor Coatings
Outdoor
Commercial
Industrial




Janet M. Dolan
President and Chief Executive Officer
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In the face of the most severe downturn in the industrial 2001 in Review

ecanomy in decades, we sustained our commitment to  Through most of 2001, the sharp downturn in industrial
improving our operating effectiveness, permanently reduc-  equipment sales, particularly in North America, was par-
ing our costs and investing in new products. As aresult,  tially offset by continued strong growth in our global com-
we believe we have widened the gap between our com-  mercial and service revenues. In North America, sales of
pany and our competitors. We remain the market share  our industrial equipment declined by 26% compared with
leader in a nearly $5 billion worldwide market. While no 2000, reflecting the sharp drop in industrial sector activity.
competitor has a share larger than ours, which we estimate  Excluding the benefit of an extra month of European sales,
at 9%, there are ample opportunities for further growth.  which resulted from our adjustment of our fiscal year in
With our strong balance sheet, proven ability to generate  Europe to the calendar year, our consolidated net sales for
healthy cash flow and our leadership pasition in our mar-  the full year were down 8% from 2000.

ket, we are well positioned to resume profitable growth as

the industrial economy recavers.




reducing our cost to serve
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In 2002, we expect to begin realizing the
operating profit benefits resulting from
our decision to close a leased manufac-
turing facility in Waldhausen, Germany
and transfer the related production to
a contract manufacturer in the Czech
Republic. These benefits are expected
to exceed $1.5 million annually on a

\ pre-tax basis. This transfer of production,
which is now complete, significantly
reduces our costs for the products
manufactured by the contractor, while
also eliminating expenses associated
with the leased facility. Pictured at

A
t A==4

1
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right are the Model 2200 and Model In response to the difficult conditions we encountered in
2100 floor machines, two of the
products manufactured in the Czech 2001, we took numerous actions to reduce our costs and

Republic plant. bring capacity in line with demand. We reduced our work-

force, cut salaries, deferred new hiring and slashed dis-

Al the beginning Sates Mix cretionary spending. At our North American manufacturing
of the 1990s,
Tennant had its $450 | (Riliens) locations, a combination of attrition, a 10% reduction in
major industrial ) oL .
line and relatively 405 hours per manufacturing employee, elimination of overtime
small amounts of _ 1 and shifts in production across facilities enabled us to align
commercial, 360
outdoor and floor capacity with demand. In Europe, we closed a leased plant
coatings sales. 315

In. 2001, commer in Germany and transferred the related production to a

cial equipment and 270 contract manufacturer in the Czech Republic. We began to
outdoor products
represented 40% of 275 “ 1 realize the benefits of these actions in 2001, though they

consolidated sales. L . .
were masked by the effects of the decline in our industrial
, 180 ]
Floor Coatings ‘
Outdoor [ | - _ Tevenues.
Commercial [ 135 E
industrial . i .
ndustrial O 0 —1 The volume declines and the exaggerated shift in the mix
: SRR J of our sales resulting from the downturn in the industrial
45 |
|

sector depressed our profitability in 2001. The double-digit

1350 2001 decline in higher margin industrial equipment sales combined




with continued strong growth in lower margin commercial
and service revenues was primarily responsible for the 58%
decline (before unusual items) in our 2001 operating profit.
Our operating profit was further depressed by persistent
unfavorable fareign currency exchange effects — primarily
the strength of the U.S. dollar compared to the Euro, Yen
and Australian dollar. Unfavorable foreign currency exchange
effects reduced 2001's net sales by approximately $5.5 mil-

lion and earnings per share by approximately $0.23.

Our net earnings for 2001, before unusual items, totaled
$12.2 million, or $1.33 per diluted share. Unusual charges
in 2001 totaled $11 million pre-tax and related to the plant
closure and workforce reductions noted earlier. Qur reported

results also include a non-cash pension settlement gain of

In 2002, Tennant will begin deliveries of
the Centurion™ street sweeper. A break-
through product in the full-size street
sweeper category, the Centurion™
enables Tennant to compete in a portion
of the outdoor market in which we have
nat participated previously. Innovative
features of the Centurion™ will save cus-
tomers time and money while helping
them comply with increasingly stringent
environmental regulations. For example,
Centurion’s waterless dust control sys-
tem allows for year-round use in northern
climates and eliminates the time and
expense of refilling the sweeper's own
water tanks or running a separate water
truck and crew to suppress dust. A one-
touch control system enables operators
to manage sweeper functions from inside
the cab, further saving operators’ time.

$5.9 million pre-tax related to changes made to our defined
benefit retirement plan. We also recognized a non-cash
income tax charge of $4.3 million to establish a valuation
allowance against future benefits from European tax-loss
carryforwards. Including these unusual items, 2001 reported

net earnings were $4.8 million, or $0.52 per diluted share.

On Track for Improved Performance
Since late 1999, we have been guiding Tennant on a course
set by our shareholder value enhancement plan. This plan
has us on track to further widen the gap between Tennant
and our competitors while also making us a faster growing
and less cyclical company that, over time, delivers an attrac-
tive return to our shareholders. The plan reflects our focus
on the broader markets beyond the industrial sector where
our strengths in developing and manufacturing innovative
cleaning equipment, our multiple sales channels and our

industry-leading direct field service organization can be

applied to meet customers’ needs.

e



Our plan also takes into account the trends under way in
the markets we serve. For instance, customers who want
to focus sharply on their core businesses are increasingly
outsourcing their facility cleaning requirements to building
services contractors. This is true not only in commercial set-
tings, but also among our industrial customers. As a result,
building services contractors are becoming an increasingly

larger portion of our worldwide customer base.

For these customers, cleaning is what they do — it is their
core business, not a "non-core” maintenance task. As a
result, they have different requirements and expectations.
For example, labor represents a substantial portion of their
casts. Therefore, they want cleaning equipment that cuts
labor costs, makes existing personnel more productive and
slows employee turnover. In addition, as they compete
aggressively for building services contracts, they expect their

suppliers to compete with equal fervor for their business.

To meet the changing requirements of our customers and
seize opportunities to expand our market share, we have
refined our shareholder value enhancement plan to focus
on three areas where we are confident we can achieve
meaningful and sustainable competitive advantages and

differentiation.

First, we are helping our customers reduce their costs 1o
clean. We are focusing particularly on developing break-
through products that reduce our customers’ labor costs by

enabling them to clean more quickly and efficiently.

Second, we are aggressively reducing our total costs to
serve our customers. In pursuing this goal, we are defining
costs broadly to include all direct and indirect Tennant costs,

as well as costs associated with third parties, such as dis-

Equipment Revenue Our focus on

from New Products developing
50% { (Pereama) mnovative clean-
ing equipment is
45 tNustrated by the
(— Righ percentage
a0 e T ] of our equipment
revenue in 2000
s P - - and 2001 that
was derived
b - Jfrom products
30 ntroduced in
5 L -— the preceding
j three years.
20 | ’ ) )
15 | } T
! —_
_‘~iﬁ5_,ﬁ__‘ I |
5 - - -

2000 2001

tributars and suppliers, involved in helping us deliver prod-

ucts, services and information to our customers.

Third, we are striving to be the company in our industry that
is the easiest with which to do business. Our intent is to
provide our customers with every reason to prefer Tennant
over other suppliers as their business partner. Therefore,
we will constantly look at our business from the customers’
point of view ta make sure we are meeting their expecta-
tions and anticipating and satisfying their requirements.
We have appointed a Director of Customer Ease to lead this
effort, which we are pursuing in a focused, disciplined man-

ner mirroring our prior work on product quality improvement.

Accompanying this letter are several illustrations of how
we are putting these initiatives to work at Tennant in the
form of labar-saving new products, cost-reduction initia-

tives and inngvations designed to make it easier for cus-

tomers to work with us.




In addition, we continue to invest in other areas that will
help us extend our lead over competitors. For instance, we

are investing in computer-aided design and manufacturing

operating, transpartation and inventory carrying costs begin-
ning late this year while at the same time improve upon our

already excellent level of customer service.

software to help us shorten product development cycles,

improve quality and reduce costs. We entered 2002 with Ouflocke

our Enterprise Resource Planning system now implemented , . . .
P 9% P In the face of 2001's daunting conditions, our commitment

across virtually the entire company. This will enable . . . . .
to improving our performance remained unwavering. While

improved efficiencies in managing processes spanning order . . .
P gingp P g we reduced costs in many areas to adjust to business con-

ntry to product shipment and provid visibility int . .
entry 1o product ship provide better visibility into ditions, we also increased our research and development

r operations globally. . . . S .
our operations globally spending and continued investing in initiatives that will
. _ make us a stronger and morg efficient enterprise. Our long-
For example, in 2002 we began consolidating our North g P g

. o . term revenue growth and economic profit improvement
American distribution operations from a network of seven g P P

: . . - . objectives remain unchanged, and we are confident we are
;‘ distribution centers into two new facilities that will be

. . ) hieve them.
under the ownership and management of a third-party logis- on track to achieve them

tics provider. This initiative should enable us to lower our L . .
P Historical facts support our optimism. Customer spending

on maintenance equipment such as ours is, in the long-

term, non-discretionary. Purchases can be deferred, but not

indefinitely. As a result, we have historically experienced

The NexGen Floor Care System,
introduced by Tennant through a joint
venture with Johnson Wax Professional,
is a revolutionary multi-tasking floor
cleaning machine and chemical system
that will dramatically reduce customers’
labor costs, eliminate expense and
emission concerns associated with
propane-powered equipment and
improve the quality and consistency

of cleaning results. This new machine
is capable of sweeping, scrubbing

and polishing hard floors in one pass,
replacing what has conventionally
required three separate processes.




L \ | meeting customers'needs
= - Jor “EASE”

wrdgriong e gag
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fn early 2002, Tennant launched an
Extranet site to improve the ease

and efficiency of transactions with
customers and distributors. The site,
based upan web technologies and
Tennant's sophisticated enterprise
system, will provide customers real-
time access to view product availability,
place orders, check order status, track
shipments and obtain invoice and pay-
ment histories. For distributors, the
Extranet site will also provide sales
and marketing materials as well as
information about current promotions
and sales policies and procedures. improve operating performance in our faster growing com-
Longer term, the site will be used for
global education and training.

f\“‘ﬁt;@réﬂ':pa 2l
g

mercial product line while sustaining growth through the
introduction of unique, labor-saving products and the broad
market coverage we have achieved through our multibrand,
a snap-back in our industrial equipment sales in North  multichannel strategy.

America as the economy recovers. In Narth America, orders

: . . . Thanks to our strong leadership team, our dedicated
for industrial equipment tend to carrelate closely with a mul-

. . . . employees, and, most importantly, the support of our cus-
tiple of the movement in the Industrial Production Index (IP1). Pioy P Y PP

When the IPI trends downward, North American industrial tomers, distributors and suppliers, we enter 2002 a prof-

) itable company, generating strong cash fiows, rewardin
equipment sales tend to trend downward even more, as pany. 9 9 9 9

. - harehold ith dividend t ivel
oceurred in 2001. Similarly, when the 1P| trends significantly our sharefolders with dividend payments and aggressively

e . investing in our future. Our employees worked diligently to
upward, activity in this largest and most profitable product 9 pioy gently

. S . ) uide us through a challenging year and, thanks to their
line has histerically increased even more dramatically. g g gingy

waork, we are well pasitianed for return to growth.
With the improvements we are making in our overall cost M M
structure and operating efficiency, an upturn in the indus- W
trial sector should result in a significant rebound in our

Janet M. Dolan, President and Chief Executive Officer
financial performance. Meanwhile, we will continue to
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Management's Discussion and Analysis

Overview

Tennant Company is a world leader in designing, manufacturing and market-
ing products used primarily in the maintenance of nonresidential floors. The
Company's equipment is used to clean factories, office buildings, airports, hos-
pitals, schools, warehouses, parks, streets and more. Customers include con-
tract cleaners, distributors of cleaning equipment and supplies, corporations,
heaith care facilities, schools and local, state and federal governments.

Operating results for 2001 were adversely affected by the manufacturing
sector recession in the North American economy, especially for industrial equip-
ment products. A downturn in the North American industrial economy began
late in 2000 and deepened into a recession in 2001. During 2001, the reces-
sion spread to the global economy, adversely affecting the Company's foreign
sales and operating results as well.

In respanse to the economic conditions, management took several actions
to reduce headcount, salaries, direct labor hours and discretionary spending.
In addition, the Company launched major initiatives to permanently reduce
costs and improve overall operating efficiency. Unusual charges totaling $11
million pre-tax were recorded during 2001 as a result of these initiatives.

Consolidated net sales of $423 million in 2001 decreased 6.8% from $454
million in 2000. Foreign currency exchange fluctuations, resulting primarily
from the strength of the U.S. dollar compared to the Euro, Japanese yen and
Australian dollar, had an unfavorable impact of approximately $5.5 million on
revenues in 2001 compared to the prior year. Net sales for the fourth quarter
and 2001 included an additional month of sales from the Company’s European
operations. This resulted from the Company's decision to adjust the fiscal year
for its European operations from November to the calendar year. The extra
month increased net sales for the 2001 fourth quarter and full year by $5.8 mil-
lion, but reduced 2001 net earnings in both periods by approximately $0.06 per
diluted share because, historically, the Company operates at a loss in Europe
during the shortened holiday month of December.

[n 2000, consolidated net sales of $454 million increased 5.7% over 1999.
The negative impact of foreign currency exchange fluctuations on net sales
was approximately $13 miilien in 2000 compared to 1999.

Net earnings for 2001 were $4.8 million or $0.52 per diluted share,
compared to $28.2 million or $3.09 per diluted share in 2000. Unfavorable for-
eign currency exchange fluctuations reduced earnings per diluted share by
approximately $0.23 in 2001 and $0.22 in 2000, compared with the respsctive
prior year. Net earnings for 2001 included unusual charges of $11 million pre-
tax, as well as an unusual pension gain of $5.9 million pre-tax. The unusual
pre-tax charges included restructuring charges of $10 million and an inventory
writedown of $1 million that was recorded in cost of sales. These charges
related to a workforce reduction and the closure of the Campany's plant in
Germany and the transfer of its production to a contract manufacturer in the
Czech Republic. The Company also recognized a non-cash income tax charge
of $4.3 million, to establish a valuation allowance against the Company's future
benefits from European tax-loss carryforwards. The European tax losses
resulted largely from restructuring actions taken in 2001 for which no loss carry-
back is available. Excluding the effects of these unusual items, net earnings
for 2001 were $12.2 million or $1.33 per diluted share.

Net earnings of $28.2 million in 2000 or $3.09 per diluted share increased
43% compared to $19.7 million or $2.15 per diluted share in 1999. Net earn-
ings for 1999 included restructuring charges of $6.7 million pre-tax. Excluding
the effects of these restructuring charges, net earnings for 1999 were $24 mil-
lion or $2.62 per diluted share.

Nel Sales

Sales in North America decreased 7.9% in 2001 to $302 million compared with
$328 million in 2000. The North American manufacturing sector recession
caused sales of industrial equipment and related products (including outdoor
products) and floor coating products to decrease 18.7% and 8.9% in 2001,
respectively. Sales growth of 6.2% in commercial equipment and related prod-
ucts and 11.6% in service revenues was not enough to offset the declines in
industrial and floor coating products. During the fourth quarter, the slowdown
in the North American economy impacted commercial sales as well, con-
tributing to a decline on a period-to-period basis for the first time in 2001.

In 2000, North American sales of $328 million increased 7.7% compared
to 1999. Net sales increased 9%, adjusted for the divestiture of the Company’s
Eagle propane burnisher business in September 1999. Growth occurred in all
product lines, with industrial preducts {including outdoor} increasing 8.4%,
commercial products increasing 11.7% (adjusted for the impact of the Eagle
divestiture) and floor coatings increasing 3.9%. Industrial, commercial and
floor coatings growth was due primarily to unit volume growth.




European sales of $80.6 million in 2001 were flat compared to 2000 sales.
During 2001, the Company's European operation changed its fiscal year-end
from November to December because of the conversion of the European infor-
mation system to the U.S. platform. This resulted in an additional manth of
sales in 2001 that increased revenues by $5.6 million. Negative foreign cur-
rency exchange fluctuations decreased European revenues approximately $2.8
million in 2001. Excluding the effects of negative foreign currency exchange
and the additional month of sales, European sales decreased 3% as a result
of weakening economic conditions in the latter part of 2001.

European sales in 2000 were $80.6 million, down 1.9% from 1999 sales of
$82.2 million. Adjusted for the negative impact of foreign currency exchange
and for the one additional month of revenue in 2000 from the acquired Paul
Andra KG business, sales grew 10% primarily due to unit volume growth.

Other international sales in 2001 were $40.3 million, a decrease of 11.3%
compared to 2000 sales of $45.4 million. Adjusted to exclude the negative
impact of foreign currency exchange, other international sales decreased 7%,
primarily reflecting the deteriorating global economic conditions, particularly
in Japan and Latin America.

Other international sales in 2000 were $45.4 million, an increase of 6.3%
over 1999 sales of $42.7 million. Adjusted to exclude the negative impact from
fareign currency exchange, other international sales increased 8% compared
with 1999 primarily due to unit volume growth in several geographies.

Consolidated order hacklog at December 31, 2001 totaled $5 million com-
pared with $7 million at the end of 2000 and $9 million at the end of 1999.

Costs und Expenses

The following is a summary of major operating costs and expenses as a
percentage of net sales:

2001 2000 1999
Cost of sales 63.6% 59.7% 59.5%
Selling and administrative
expenses 32.3% 30.8% 31.7%
Restructuring charges 2.4% - 1.5%

Cost of sales as a percentage of sales increased by 3.9 percentage points
in 2001 compared with 2000. The primary factor contributing to the increase
in the cost of sales percentage was the 6.8% decline in consolidated net sales
volume and unfavorable sales mix effects. A sales volume decline in the most
profitable product line, industrial products, coupled with growth in sales of
lower margin commetcial products and service revenues contributed signifi-
cantly to the unfavorable sales mix effect. Other factors contributing to the
percentage increase in cost of sales were foreign currency exchange fluctua-
tions and a $1.0 million inventory write-down related to the closure of the plant
in Germany.

Cost of sales as a percentage of sales increased by 0.2 percentage points
in 2000 compared with 1993, The primary factor contributing to the increase
in the cost of sales percentage was the effect of foreign currency exchange
fluctuations, principally the Euro.

Future gross margins could continue to be impacted by competitive
market conditions, the mix of products both within and among product lines
and geographies, and the effects of foreign currency exchange fluctuations.

Selling and administrative expenses as a percentage of sales increased
1.5 percentage points in 2001 compared with 2000. This increase was attrib-
utable to the decline in sales volume between 2001 and 2000. The increase
was partially offset by the favorable impact of cost reduction measures taken
during 2001 and lower profit-related expenses.

In 2000, selling and administrative expenses as a percentage of sales
declined 0.9 percentage points compared with 1999. The decline was primarily
attributable to the effects of restructuring activity process improvement
initiatives.

Restructuring Charges

As discussed in Note 2 to the consolidated financial statements, the Company
recorded $10 million of pre-tax restructuring charges during 2001 related to a
workforce reduction and the closure of the plant in Germany and the transfer
of its production to a contract manufacturer in the Czech Republic. The major-
ity of these actions were completed during 2001 with the remainder expected
to be completed during 2002. The 2001 restructuring actions are expected 1o
provide an annualized pre-tax benefit up to approximately $3.5 million.

During 1998, the Company recorded pre-tax restructuring charges of
$6.7 million. The charges pertained to management initiatives to restructure
the main manufacturing organizations in North America and Europe. The ini-
tiatives in North America and Europe were substantially completed in 2000
and 2001, respectively. These actions improved the efficiency and productivity
of those organizations and reduced global infrastructure through the
closure of several warehouses in North America and closure, or reduced activ-
ity in, several European sales and service facilities.

11




Management's Discussion and Analysis

Management regularly reviews the Company’s business operations with Liguidity and Capticl Resources
{ the objective of improving financial performance and maximizing its return on e . . .
| . tJ A P it ith' p the C hg d Despite difficult economic conditions, the Company strengthened its
] investment. As a restlt of this ongoing process, the Company has announce . . .
gongp pany financial position in 2001. At December 31, 2001, cash and cash equivalents
totaled $23.8 million, up 10.6% from the $21.5 million as of December 31,

2000. The Company's current ratio was 2.7 at December 31, 2001, improving

plans to consolidate its North American distribution operations from a current
network of seven distribution centers into two new facilities that will be under
the ownership and management of a third-party logistics senvices provider. ¢ 1) ¢ i ver 31, 2000 based on wiorking capital of $96.7 million and
This initiative, which is expected to result in the elimination of up to 80 posi- . . . )
tions, will enable the Company to reduce its operating, transportation and $104.4 millon, respectively. At December 31. 2001, the Company’s capita|
structure was comprised of $3.8 million of current debt, $10 million of long-
term debt and $154.3 million of shareholders’ equity. Debt-to-total-capital ratio
was 11.4% at December 31, 2001, compared with 12.7% at December 31,
2000. At December 31, 2001, the Company had sufficient cash to satisfy all

outstanding debt obligations.

inventory carrying costs while further improving the level of customer service.
In connection with these actions and other initiatives to streamline operations
worldwide, Tennant expects to incur restructuring charges during 2002. The
Company continually evaluates actions to improve financial performance which,
if taken, could result in material charges.

. . Total Debt as a Percentage {Peisani)
Pension Selliemeni Gain of Total Capital
—e
As described in Note 9 to the consolidated financial statements, the Company 20% -
approved enhancements to its defined benefit retirement program during 2000. 16 SR
Plan participants were given the choice of remaining in a modified defined ! (
benefit plan or receiving a lump-sum distribution that could be rolled over into 12 f
t
the Company’s 401(k) plan. As a result of these actions, the former plan was P |
. . o . — Lt !
terminated during 2001 and the plan assets were distributed to the participants, 8 x |
resulting in a non-recurring, pre-tax pension settlement gain of $5.9 million. | N
4 i
|
.‘
Other Income (Inxpense) 1828 1693 2000 2001

In 2001, other income was $0.3 million compared to $0.5 million in 2000. The The Company’s contractual cash obligations at December 31, 2001, are

decrease is primarily attributable to a decrease in interest income and an . . .
sP ¥ eloe erestine summarized in the following table {in thousands);

increase in miscellaneous expense year over year, offset by an increase in net

fareign currency transaction gains. Payments Due by Period
[n 2000, other income was $0.5 million compared with & net expense of Less

0.7 million in 1999, The major f ing the ch i than After
$0.7 million in 1999. The major factors causing the change were a reduction Total Iyear 1-3years 45years 5 years
in interest expense, along with decreases in ESOP-related expense and the

. . I . Debt $19,765 $ 9765  $10,000 $ - $ -
discretionary contribution made to the Tennant Foundation.

Operating leases 7,808 2,964 4,256 588 -

Total contractual

Income Tares cash obligations  $27,573  $12.729  $14.256 $588 $ -

, o For 2002, the Company has available committed and uncommitted lines
The Company’s effective income tax rate was 65.1%, 35.9% and 35.6% for ) . o )
of credit totaling $46 million, with terms generally one year or lass. At
December 31, 2001, $9.2 million of related debt was outstanding. If the global

economy continues to weaken during 2002, it could have an unfavorable impact

the years 2001, 2000 and 1999, respectively. The increase in the effective rate
in 2001 is the result of a non-cash income tax chargs of $4.3 million to estab-

lish a valuation allowance against the Company’s future benefits from European ) )
on the demand for the Company’s products and, as a result, operating cash

flow. The Company believes that the combination of internally generated funds,
present capital resources and available financing sources are more than suf-
ficient to meet cash requirements for 2002.

tax-loss carryforwards. The European tax losses resulted largely from restruc-
turing actions taken in 2001 for which no loss carryback is available. in the
future, the Company may experience changes in its effective tax rate based
on its ahility to utilize the net operating loss caryforwards.
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Cash Flows

Cash provided by operating activities was $34.1 million in 2001, $38.9 million in
2000 and $37.6 million in 1999. The decrease in operating cash flows in 2001
compared to 2000 is primarily attributable to the $23.4 million decrease in net
earnings, including cash used for restructuring activities, and an $8 million
decrease in accounts payahle and accrued expenses. These decreases were
substantially offset by the $14.1 million decrease in accounts receivable and
$5.2 miilion decrease in inventories. During 2000, the $1.3 million increase in
operating cash flows was due to an $8.6 million increase in net earnings, offset
by an increase in operating assets and liabilities.

Capital expenditures for property, plant and equipment totaled $23.4 mil-
fion in 2001, $20.5 million in 2000 and $18.3 million in 1998, Capital spending
is expected to decrease in 2002 to approximately $15 to $20 mitlion. Capital
expenditures in 2001 were greater because of an increase in spending on proj-
gcts intended to improve financial performance through new business or cost
savings, including investments in design systems software, new product tool-
ing and the purchase of a previously leased production facility. Expenditures
for capital in 2002 are expected to be financed primarily with funds from

operations. Other significant uses of cash in 2001 included $5 milfion for

repayment of debt.

Dividends and Share Repurchases

The Company paid $7.2 million in dividends to shareholders and $3.2 million
for net purchases of Tennant common stock during 2001. Cash dividends
increased for the 30th consecutive year to $0.80 per share in 2001, an increase
of $0.02 per share over 2000. Shares repurchased during 2001, 2000 and 1999
approximated 130,000, 90,000 and 283,000, respectively. The average repur-
chase price was $38.69 during 2001, $35.50 during 2000 and $34.98 during
1999. During May 2001, the Board of Directors authorized a new share repur-
chase program to repurchase up to 400,000 shares of common stock. At
December 31, 2001, approximately 308,000 shares were available for repur-
chase under this program.

Critical Accounting Policies

Management utilizes its technical knowledge, cumulative business experi-
ence, judgment and other factors in the selection and application of the
Company’s accounting policies. The following accounting policies are consid-
ered by management to be the most critical to the presentation of the con-
solidated financial statements because they require the most subjective and
complex judgments.

Allowance for Doubtful Accounts — The Company records a reserve
for accounts receivable which are potentially uncollectible. The reserve is
established by estimating the amounts that are potentially uncollectible based
on a review of customer accounts, the age of the receivable, the customer’s

financial condition and industry, and general economic conditions. Results
could be materially different if economic conditions worsened for the
Company's customers.

Inventory reserves — The Company records reserves for inventory shrink-
age and for potentially excess, obsolete and slow moving inventaory. The
amounts of these reserves are based upon historical loss trends, inventory
levels, historical physical inventory and cycle count adjustments, expected
product lives and forecasted sales demand. Results could be materially dif-
ferent if demand for the Company's products decreased because of economic
or competitive conditions, or if products became obsolete because of techno-
logical advancements in the industry or by the Company.

Deferred tax assets — The Company recognizes deferred tax assets for the
expected future tax impact of temporary differences between book and taxable
income. A valuation allowance and income tax charge are recorded when, in
management's judgment, realization of a specific deferred tax asset is uncer-
tain. Tne deferred tax asset valuation allowance could be materially different
from actual results because of changes in management’s expectations regard-
ing future taxable income, the relatianship between book and taxable income
and tax planning strategies employed by the Company.

Warranty reserves — The Company records a liability for warranty claims
at the time of sale. The amount of the lighility is based on the trend in the his-
torical ratio of claims to sales, the historical length of time between the sale
and resulting warranty claim, anticipated releases of new products and other
factors. Claims experience could be materially different from actual results
because of the introduction of new, more complex products, a change in the
Company's warranty policy in response to industry trends, competition or other
external forces, or manufacturing changes that could impact product quality.

New Accounting Standards

in July 2001, the Financial Accounting Standards Board (“FASB") issued
Statement of Financial Accounting Standards ("SFAS”) 141, Business
Combinations, and SFAS 142, Goodwill and Other Intangible Assets. SFAS 141
requires that the purchase method of accounting be used for all business com-
binations initiated after June 30, 2001. SFAS 141 also specifies criteria that
identifiable intangible assets acquired in a purchase method business combi-
nation must be recognized and reported apart from goodwill. SFAS 142 requires
that goodwill and intangible assets with indefinite useful lives no longer be
amortized, but instead tested for impairment at least annually. SFAS 142 also
requires that intangible assets with definite useful lives be amortized over
their respective estimated useful lives.

The Company adopted SFAS 141 during 2001. SFAS 142 adoption will
be effective Januéry 1, 2002. The ceasing of goodwill amortization under SFAS
142 will benefit pre-tax earnings in 2002 by approximately $750,000. The
Company is evaluating whether any write-down of goodwill may be required
as a result of implementing SFAS 142.
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Management's Discussion and Analysis

SFAS 144, Accounting for the Impairment or Disposal of Long-Lived Assets,
was issued in October 2001. SFAS 144 provides new guidance on the recog-
nitian of impairment losses on long-lived assets to be held and used or to be
disposed of and also broadens the definition of what constitutes a discontin-
ued operation and how the results of a discontinued operation are to be meas-
ured and presented. The provisions of SFAS 144 are effective for fiscal years
beginning after December 15, 2001. The Company will adopt the provisions of
this statement on January 1, 2002 and does not expect adoption will have a
material impact on its consolidated results of operations or financial position.

Market Risk

Due to the global nature of its operations, the Company is subject to
exposures resulting from foreign currency exchange fluctuations. Because the
Company’s products are manufactured or sourced primarily from the United
States, a stronger dollar generally has a negative impact on results from
operations outside the United States while a weaker dollar generally has a
positive effect.

The Company's objective in managing its exposure to foreign currency fluc-
tuations is to minimize the eamings effects assaciated with foreign exchange
rate changes on certain of its foreign currency-denominated assets and lia-
bilities. The Company periodically enters into various contracts, principally for-
ward exchange contracts, to protect the value of certain of its foreign
currency-denominated assets and liabilities. The gains and losses on these
contracts generally approximate changes in the value of the related assets
and liabilities. The Company had forward exchange contracts outstanding in
the notional amounts of approximately $22 million and $5 million at the end
of 2001 and 2000, respectively. The potential loss in fair value of foreign cur-
rency contracts outstanding and the related underlying exposures as of
December 31, 2001 from a 10% adverse change are not material. The Company
maintains the policy of entering into foreign currency contracts only to the
extent that actual exposures exist and does not enter into transactions for
speculative purposes.

It is not possible to estimate the full impact of foreign currency exchange
rate changes; however, the direct impact on net sales and net earnings can be
estimated. For 2001, the foreign currency exchange effect on sales compared
with 2000 was a reduction of approximately $5.5 million. The total effect on
net earnings approximated $2.1 million or $0.23 per diluted share. The Company
expects that its sales and net earnings will continue to be unfavorably affected
by the effects of foreign currency exchange rates in 2002.

The Company expects the unfavarable economic conditions in the manu-
facturing sector of the global economy to continue into 2002. These continued
unfavorable economic conditions will likely have a negative impact on sales
and net earnings for 2002. This impact is likely to be most significant for the
Company's industrial products, the Company’s most profitable product line.
Although the timing of any economic recovery is uncertain, the Company expects
2002 earnings before unusual items to be higher than 2001 earnings before
unusual items, primarily because of the benefits fram many of the cost-reduc-
tion initiatives taken during 2001 and the recent introduction of new products.

Coutionary Factors Relevant (o Forward-
Looking Informalion

Certain statements contained in this document as well as other written and
oral statements made from time to time by the Company are considered “for-
ward-looking statements” within the meaning of the Private Securities
Litigation Reform Act. These statements do not relate to strictly historical or
current facts and provide current expectations or forecasts of future events.
These include factors that affect ail businesses operating in a global market
as well as matters specific to the Company and the markets it serves. Particular
risks and uncertainties presently facing the Company include: the ability to
implement its plans to increase worldwide operational efficiencies; the suc-
cess of new products; political and economic uncertainty throughout the waorld;
inflationary pressures; the potential for increased competition in the Company's
business from competitors that have substantial financial resources; the poten-
tial for soft markets in certain regions including North America, Asia, Latin
America and Europe; the relative strength of the U.S. doliar, which affects the
cost of the Company’s products sold internationally; the ahility to successfully
implement the SAP enterprise resource planning system; and the Company's
plan for growth. The Company cautions that forward-looking statements must
be considered carefully and that actual results may differ in material ways due
to risks and uncertainties both known and unknawn. Shareholders, potential
investors and other readers are urged to consider these factors in evaluating
forward-looking statements and are cautioned not to place undue reliance on
such forward-looking statements.

The Company does not undertake to update any forward-looking state-
ment, and investors are advised to consult any further disclosures by the
Company on this matter in its filings with the Securities and Exchange
Commission and in other written statements made from time to time by the
Company. It is not possible to anticipate or foresee all risk factors, and investors
should not consider that any list of such factors to be an exhaustive or com-
plete list of all risks or uncertainties.




TENNANT COMPANY AND SUBSIDIARIES
Consolidated Statements of Earnings

(In thousands, except shares and per share data)

Years ended December 31 20071 2000 1999
Net sales $ 422,970 $454,044 $429,407
Operating expense (income}:
Cost of sales 269,080 270,855 255,398
Selling and administrative expenses 136,440 139,665 136,076
Restructuring charges 9,962 - 6,671
Pension settlement gain (5.928) - -
Profit from operations 13,416 43,524 31,262
Other income (expense);
Interest income 2,133 2,532 2,847
Interest expense (1,793) (1,725) {2,572)
Net foreign currency transaction gains {losses) 241 {517) {(174)
. Miscellaneous income (expensel, net (248) 230 (777)
Total other income {expense) 333 520 (676)
Profit before income taxes 13,749 44,044 30,586
Income tax expense 8,945 15,794 10,893
Net earnings $ 4,804 $ 28,250 $ 19,693
Basic earnings per share $ 053 $ 3N $ 218
Diluted earnings per share $ 052 $ 309 $ 215

See accompanying notes to consolidated financia! statements.
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TEMNNANT COMPANY AND SUBSIDIARIES
Consolidated Balance Sheets

(In thousands, except shares and per share data)

December 31 20071 2000
Assets
CURRENT ASSETS
Cash and cash equivalents $ 23,783 $ 21512
Receivables:
Trade, less allowance for doubtful accounts ($4,701 in 2001 and $4,178 in 2000) 70,855 83,984
Other, net 1,396 4277
Net receivables 72,251 88,261
Inventories 47,080 51,915
Prepaid expenses 2,394 1,766
Deferred income taxes, current portion 6,879 8,174
Total current assets 152,387 171,628
Property, plant and equipment, net 69,792 66,713
Deferred income taxes, lang-term portion 4,068 4,236
Goodwill and intangible assets, net 17,198 17,700
Other assets 3,174 3,008
Total assets $246,619 $263,285
Liabilities and Shareholders’ Equity
CURRENT LIABILITIES
Current debt $ 9,765 $ 12,572
Accounts payable and accrued expenses 45,883 54,683
Total current liabilities 55,648 67,255
LONG-TERM DEBT 10,000 10,000
LOME-TERN EMMPLOYEE-RELATED BENEFITS 26,643 31,082
Total liabilities 92,291 108,337
SHAREHOLDERS' EQUITY
Preferred stock of $0.02 par value per share, authorized 1,000,000; none issued - -
Common stock of $0.375 par value per share, authorized 30,000,000;

9,036,095 and 9,052,789 issued and outstanding, respectively 3,389 3395
Additional paid-in capital 383 1,544
Common stock subscribed - 459
Unearned restricted shares {278) {305}
Retained earnings 164,302 166,274
Accumulated other comprehensive income {loss) (6.247) (6,886}
Receivable from ESOP (7,221) (8,933

Total shareholders’ equity 154,328 154,948
Total liabilities and shareholders’ equity $246,619 $263,285

See accompanying notes to cansolidated financial statements.




TENNANT COMPANY AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(In thousands, except shares and per share data)

Years ended December 31 2001 2000 1999
CASH FLOWS RELATED TO OPERATING ACTIVITIES
Net earnings $ 4,804 $ 28,250 $ 19,693
Adjustments to net earnings to arrive at aperating cash flow:
Depreciation and amortization 18,507 18,391 18,667
Deferred tax expense (benefit) 1,420 4540 {1,767
Provision for bad debts 2,016 1,270 1,568
Changes in operating assets and liabilities:
Accounts receivable 14,103 {1,944} (8,145)
Inventories 5,239 (6,488) 1,620
Accounts payable and accrued expenses (7.983) (4,036) 123
Other current/noncurrent assets and liabilities (4,931) (1,667) 5,090
Other, net 968 550 1,754
Net cash flows related to operating activities 34,141 38,866 37,603
CASH FLOWS RELATED TO INVESTING ACTIVITIES
Acquisition of property, plant and equipment (23,364) (20,531) (18,313)
Acquisition of Paul Andra KG, net of cash received - - (10,059}
Proceeds from disposals of property, plant and equipment 2,820 2,280 1,951
Proceeds from divestiture of Eagle business - - 1,078
Other, net - {1,000} -
Net cash flows related to investing activities {20,544) (19,251) {25,343)
CASH FLOWS RELATED TO FINANCING ACTIVITIES
Net changes in short-term borrowings 2,094 (447) 1,434
Payments of long-term debt {5,000) (5,000 {2,302)
Proceeds from issuance of common stack 1,874 2,289 2,286
Purchase of common stock {5,035} (3.203) {9,881)
Dividends paid {7,284) (7,045) (6,862)
Principal payment from ESOP ‘ 1,878 726 660
Net cash flows related to financing activities (11,633) {12,680} (14,665)
Effect of exchange rate changes on cash and cash equivalents 307 (351} (360)
MET INCREASE (DECREASE) 1N CASH AMD CASH EQUIVALENTS 2,21 6,584 {2,765}
Cash and cash equivalents at beginning of year 21,512 14,928 17,693
CASH AND CASH EQUIVALENTS AT EMD OF YEAR $ 23,783 §21.512 $14,928

See accompanying notes to consolidated financial statements.
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TENNANT COMPANY AND SUBSIDIARIES
Consolidated Statements of Shareholders’ Equity and Comprehensive Income

(In thousands, except shares and per share data)
Years ended December 31 2007 2000 1999

Shares Amount Shares Amount Shares Amount

COMMON STQCK

Beginning balance 9,052,789 $ 3,333 8,989,480 $ 3371 9122960 § 3421
Issue stock for employee benefit plans and directors 113,449 43 153,637 58 149,119 56
Purchase of common stock (130,143) (43} {90,228) {34} (282.599) (106}
Ending balance 9,036,095 $ 3,389 9,052,789 $ 3395 8,989,480 $ 337
ADDITIOMAL PAID-IN CARITAL
Beginning balance $ 1.544 $ - $ -
Issue stock for employee benefit plans and directors 3,825 4713 4230
Purchase of common stack {4,986) (3,169} (4,230)
Ending balance $ 383 $ 1544 $ -
COMMON STOCK SUBSCRIBED
Beginning balance 8,575 $ 458 27,607 $ 904 10,605 $ 425
Issue stock for employee benefit plans (9,575} (453) (27,607) (904) (10,605) (425)
Subscribed stack for employee benefit plans - - 8,575 459 27,607 904
Ending balance - 8 - 9,575 $ 459 27,607 $ 04
UMEARNED RESTRICTED SHARES
Beginning balance $ (203) $  (843) $ (307)
Restricted share activity, net 627 (62) (536}
Ending balance $ (278) $  {905) $ (843)
RETAINED EARNINGS
Beginning balance $166,274 $144,694 $136,730
Net earnings 4,804 28,250 19,693
Dividends paid, $0.80, $0.78 and $0.76,

respectively, per commaon share (7,244) (7,045) (6.862)
Purchase of common stock - - (5,545)
Tax benefit on ESOP and other stock plans 468 375 678
Ending balance $164,302 $166,274 $144,694
ACCURYLATED OTHER COMPRENENSIVE INCOME {LOSS)M
Beginning balance $ (G,386) $ (2,453) $ 1,587
Foreign currency translation adjustments 639 (4,433) (4,040)
Ending balance $ (5,247) $ (6.886) $ {2.453)
RECEIVABLE FROM ESOP
Beginning balance $ {8,933) $ (9,758) $(10,589)
Principal payments 1,678 726 660
Shares allocated 34 99 M
Ending balance $ (2,221) ' (8.933) $ (9,758)
Total sharghalders’ equity $154,328 $154,948 $135,915
“ Reconciliations of net earnings to comprehensive income are as follows:
Net earnings $ 4,804 $ 28,250 $ 19,693
Foreign currency translation adjustments 839 (4,433) (4,040)
Comprehensive income $ 5,443 $ 23817 $ 15,653

The company had 30,000,000 authorized shares of common stock as of December 31, 2001, 2000 and 1999.
See accompanying notes to consolidated financial statements.
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Notes to the Consolidated Financial Statements

(In thousands, except shares and per share data)

Summary of Significant Accounting Policies
and Other Related Daila

CGonsolidation — The consolidated financial statements include the accounts
of Tennant Company and its subsidiaries. All material intercompany transac-
tions and balances have been eliminated.

Fiscal year-end — During 2001, the Company changed the fiscal year-end
of its European subsidiaries from November to December because of the con-
version of the European information system to the U.S. platform. This resulted
in the inclusion of an additional month of sales and net earnings, increasing
sales by $5,618 but decreasing net earnings by $503, or $0.06 per share.
Tennant's European subsidiaries typically operate at a loss during the holiday-
shortened month of December.

Transiation of non-U.S. currency — Foreign currency-denominated
assets and liabilities have been translated to U.S. dollars at year-end exchange
rates, while income and expense items are translated at exchange rates pre-
vailing during the year. Gains or losses resulting from translation are included
as a separate component of shareholders’ equity. Transaction gains or losses

are included in other income {expense).

Use of estimates — The preparation of financial statements in conformity
with generally accepted accounting principles in the United States requires
management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results
could differ from those estimates.

Reclassifications — Certain prior years’ amounts have been reclassified
to conform with the current year presentation.

Cash egquivalents — The Company considers all highly liquid investments
with maturities of three months or fess from the date of purchase to be cash
equivalents.

Inventories — Inventories are valued at the fower of cost {principally on a
last-in, first-out basis} or market.

Property, plant and equipment — Property, plant and equipment is car-
ried at cost. The Company generally depreciates buildings and improvements
by the straight-line method over a 30-year life. Other property, plant and equip-
ment is generally depreciated using the straight-line method based on lives of
three 1o ten years.

Goodwill and intangible assets — Goodwill represents the excess
of cost over the fair value of net assets of businesses acquired. Intangible
assets also includes purchased technology and patents. Goodwill and other
intangible assets are amortized using the straight-line method over their esti-
mated useful lives generally ranging from five to 30 years.

Pension and profit sharing plans — The Company has pension and
profit sharing plans covering substantially all of its employees. Pension plan
costs are accrued based on actuarial estimates with the pension cost funded
annually.

Postretirement benefits — The Company recognizes the cost of retiree
health benefits over the employees’ period of service.

Warranty — The Company charges to current operations a provision, based
on historical experience, for future warranty claims. Warranty terms on
machines range from one to four years.

Income taxes — Deferred tax assets and liabilities are recognized for the
expected future tax consequences of temporary differences between the book
and tax bases of existing assets and liabilities. .

Stock-based compensation — The Company accounts for stock-based
compensation for employees under Accounting Principles Board (APB) Opinion
No. 25, Accounting for Stock Issued to Employees. APB No. 25 requires com-
pensation cost to be recorded on the date of the grant only if the current mar-
ket price of the underlying stock exceeds the exercise price. Accordingly, no
compensation cost has been recognized for stock option plans. The Company
has adopted the disclosure-only provisions of SFAS 123, Accounting for Stock-
Based Compensation.

Revenue recegnition — The Company recognizes revenue when title
passes, which is generally upon shipment.

Research and development — Research and development costs are
expensed as incurred. Research and development costs were $16,578, $15,466
and $14,861 in 2001, 2000 and 1999, respectively.

Derivative financial instruments — The Company enters into forward
foreign exchange contracts principally to hedge certain foreign currency-denom-
inated net assets and liabilities (principally the Euro, British pound, Australian
dollar, Canadian dollar and Japanese yen). Gains or losses on forward foreign
exchange contracts to hedge foreign currency-denominated net assets and
liabilities are recognized in net earnings on a current basis over the term of
the contracts.
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Notes to the Consolidated Financial Statements

(In thousands, except shares and per share data)

Earnings per share — Basic eamings per share is computed by dividing net
earnings by the weighted average number of common shares outstanding dur-
ing the period. Biluted earnings per share assumes conversion of potentially
dilutive stock options and performance-related shares.

Long-lived assets — The Company perioadically reviews its long-lived assets
for impairment and assesses whether events or circumstances indicate that
the carrying amount of the asset may not be recoverable. The Company gen-
erally deems an asset to be impaired if an estimate of undiscounted future
operating cash flows is less than its carrying amount.

New accounting standards — in July 2001, the Financial Accounting
Standards Board (FASB) issued Statement of Financial Accounting Standards
(SFAS) 141, Business Combinations, and SFAS 142, Goodwill and Other
Intangible Assets. SFAS 141 requires that the purchase method of accounting
be used for all business combinations initiated after June 30, 2001. SFAS 141
also specifies criteria that identifies intangible assets acquired in a purchase
method business combination must be recognized and reported apart from
goodwill. SFAS 142 requires that goodwill and intangible assets with indefi-
nite useful lives no fonger be amortized, but instead tested for impairment at
least annually. SFAS 142 also requires that intangible assets with definite use-
ful lives be amortized over their respective estimated useful lives.

The Company adopted SFAS 141 during 2001. SFAS 142 adoption will
be effective January 1, 2002. The ceasing of goodwill amortization under SFAS
142 will benefit pre-tax eamings in 2002 by approximately $750. The Company
is evaluating whether any write-down of goodwill may be required as a result
of implementing this new standard.

SFAS 144, Accounting for the Impairment or Disposal of Long-Lived Assets,
was issued in October 2001. SFAS 144 provides new guidance on the recog-
nition of impairment losses on long-lived assets to be held and used or to be
disposed of and also broadens the definition of what constitutes a discontin-
ued operation and how the results of a discontinued operation are to be meas-
ured and presented. The provisions of SFAS 144 are effective for fiscal years
beginning after December 15, 2001. The Company will adopt the provisions of
this statement on January 1, 2002, and does not expect adoption will have a
material impact on its consolidated results of operations or financial position.

Restructuring and Other Unusual Churges

During 2001 the Company recorded pre-tax charges of $9,962 for restructur-
ing and $1,007 for a write-down of inventory. The restructuring charges related
to a workforce reduction and the closure of a leased plant in Germany and the
transfer of its production to a contract manufacturer in the Czech Republic.
Approximately 150 employees were terminated as a result of these actions.
The charges primarily consisted of severance payments, building lease costs
and write-downs of certain fixed assets and are classified as restructuring
charges. The inventory write-down related to the closing of the leased plant
in Germany and has been classified in cost of sales. The majority of these
actions were completed during 2001 with the remainder expected to be com-
pleted during 2002.

The compenents of the 2081 restructuring charges and cash and noncash

applications against these charges were as follows:

Severance,  Noncancelable
Early Contractual
Retirement and Obligations
Related Costs and Other Total
2001 Initial charges $6,159 $3,803 $9,962
2001 Utilization:
Cash (4,801) (708) (5,509)
Noncash (397) (2,276) (2,673)
2007 year-end liability
balance $ 961 $ 819 $ 1,780

The Company recorded pre-tax charges totaling $6,671 during 1999. The
charges pertained to management initiatives to restructure the main manu-
facturing organizations in North America and Europe. The actions were
intended to improve the efficiency and productivity of those organizations and
reduce global infrastructure. Actions included closing several warehouses in
North America and closing, or reducing activities in, several of the European
sales and service facilities. Severance and early retirements also contributed
to the charges. The result was approximately 110 fewer positions in Europe
and North America combined. This restructuring program was substantially
complete by the end of 2001.




The cemponents of the initial charges and cash and noncash applications Property, Plant and Equipment

against the 1999 charges were as follows: . L
Property, plant and equipmant and related accumulated depreciation

at December 31 consisted of the following:
Severance, Noncancelable

Early Contractual
Retirement and Obligations 2001 2000
Related Costs and Other Total
Land $ 3,756 $ 320t
1999 Ini.ti.al c.harges $4593 52078 $657" Buildings and impravements 31,596 28,198
1998 Utilization: Machinery and equipment 158,133 151,091
Cash 1.648) - 11.648) Construction in progress - 2,485 1,425
Noncash — - (234) (234) Total property, plant and equipment 135,970 183,915
1553 yearend lability 2985 1.4 4789 Less accumulated depreciation (126,178) (117.202)
2000 Utilization: Net property, plant and equipment $ 69,792 $ 66,713
Cash (2,030) (311) (2,401)
Noncash - (354) (354)
2000 year-end liability Goodotll and Intangible Assets
balance 855 1179 2,034
2001 Utilization: The gross and met amounts of goodwill and intangible assets at
Cash (633) (269) (302) December 31 consisted of the fellowing:
Noncash (222) (445) (667)
2001 year-end liability 2001 2000
balance $ - § 465 § 465 Goodwill — gross $22,849 $23538
The above liabilities are included in accounts payable and accrued expenses. Less accumulated amortization (6.,476) (6.786)
$16,373 $16,752
Other intangibles — gross $ 1,075 $ 3,138
Inventories Less accumulated amortization (250) (2,191}
The cohposi&ion of inventories at December 31 was as follows: § 835 $ 948
Total intangible assets — gross $23,924 $26,677
2001 2000 Less accumulated amartization (6,726) (8,977}
Goodwill and intangible assets, net $17,198 $17,700
FIFO inventories:
Finished goods $ 33.063 $32,983
Raw materials, parts and
work-in-process 34,487 37,735
Total FIFO inventories §7,550 70,718
LIFO reserve {20,470) {18,803)
LIFQ inventories $ 47,080 $51.915

The LIFO reserve approximates the difference between LIFO carrying cost
and replacement cost.
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Short- and Long-Term Debi

Debt at December 31 consisted of the following:

2001 2000
Short-term borrowings:
Short-term bank borrowings $ 9,206 $ 7,013
Current portion of long-term debt - 5,000
Collateralized loan 559 559
Total short-term borrowings $ 9,765 $12,572
Long-term debt:
Note at 7.21%, due in 2003 $ 5,000 $ 5,000
Note at 7.84%, due in 2005 5.000 5,000
Total long-term debt $10,000 $10,000

Accounts Puyable and Accrued Expenses

Accounts payable and accrued expenses at December 37 consisted
of the following:

2001 2000
Trade accounts payable $19,294 $15,648
Employee profit sharing 87 3.894
Wages, bonuses and commissions 11,786 19,162
Taxes, other than income taxes 3,368 3,683
Restructuring reserves 2,245 2,034
Warranty 4,062 3818
Other 5,041 6,444
Total $45,883 $54,683

The weighted-average interest rates on the short-term bank borrowings at
December 31, 2001 and 2000, were 6.4% and 5.8%, respectively. This inter-
est rate represents the weighted-average rate for the respective period and is
calculated using the actual interest costs, exclusive of commitment fees, and
month-end average outstanding debt.

At December 31, 2001, the Company had available uncommitted lines of
credit with banks in the amount of $26,000.

Minimum principal payments are due as follows: $5,000 in 2003 and $5,000
in 2008.

Interest paid during 2001, 2000 and 1999, was §$1,788, $1,766 and
$2,589, respactively.

Feir Value of Financidl Instruments

The Company's short-term financial instruments are valued at their carrying
amounts in the consolidated balance sheets, which are reasonable estimates
of their fair value due to their short maturities. The Company’s foreign currency
forward exchange contracts are valued at fair market value, which is the
amount the Company would receive or pay to terminate the contracts at the
reporting date. The fair market value of the Company’s long-term debt approx-
imates cost, based on the borrowing rates currently available to the Company
for bank loans with similar terms and remaining maturities.

At December 31, 2001 and 2000, the notional amount of foreign currency
forward exchange contracts outstanding was $21,744 and $4,980, respectively.




Retirement Benefit Plans

Substantially all U.S. employees are covered by various retirement benefit
plans maintained by the Company. Retirement benefits for eligible employees
in foreign locations are funded principally through annuity or government pro-
grams. The total cost of these benefits was $4,962, $5,257 and $7,928 in 2001,
2000 and 1398, respectively.

The Company has a 401(k} plan that covers substantially all U.S. employ-
ees. Under this plan, Tennant matches employee contributions to the plan up
to 4% in the form of Tennant stock. The Company also makes a profit sharing
contribution to the plan to employees with more than one year of service in
accordance with Tennant's Profit Sharing Plan. This contribution is also in the
form of Tennant stock and is based upon Company financial performance, sub-
ject to a 2% minimum contribution. Both the matching and profit sharing con-
tributions are funded primarily by the Company’s ESOP Pian. Expenses under
these plans were $3,051, $4,341 and $4,152 during 2001, 2000 and
1999, respectively.

During 2000, the Company approved enhancements to the defined bene-
fit retirement plan (the Former Plan) that also offered each plan member the
choice of remaining in a modified defined benefit plan {the Tennant Company
Pension Plan), or leaving the Former Plan and receiving a lump-sum distribu-
tion that could be rolled over into the 401(k) plan.

During 2001, assets and liabilities attributable to approximately 300
employees and all inactive participants were spun off into the Tennant
Company Pension Plan. This plan received benefit enhancements increasing
the projected benefit obligation approximately $5,900 effective January 1,
2001. Plan benefits are based an the employee’s years of service and com-
pensation during the highest five consecutive years of service of the final ten
years of employment.

The enhancements to the Former Plan increased the projected benefit obli-
gation approximately $10,600 for the remaining 900 participants that elected to
leave and receive a lump-sum distribution. The Former Plan was terminated dur-
ing 2001, and the Plan assets were distributed to the participants resulting in a
non-recurring, pension settlement gain of $5,928 before tax.

The Company also provides certain health-care benefits for substantially
all of its U.S. retired emplayees. Eligibility for those benefits is based upon a
combination of years of service with the Company and age upon retirement
from the Company.

Summaries related to changes in henefit obligations and plan assets and
to the funded status of the defined benefit and postretirement medical ben-

efit plans were as follows:

Postretirement

Pension Benefits Medical Benefits

2001 2000 2001 2000
Change in benefit obligation:
Benefit obligation at
beginning of year $25,258 |1 $26,782 ($12,817 | $11.800
Service cost 830 1,660 347 317
interest cost 1,810 1,577 878 855
Amendments 16,515 831 - -
Actuarial loss/(gain) 2,087 {4,570) 150 286
Benefits paid (23,929) (1.022) (637) (441)
Benefit abligation at
end of year $22,191 §$25258 |$13,585 1§ §12817
Change in plan assets:
Fair value of plan assets at
beginning of year $50,712 | $54937 | $ - i$ -
Actual return on plan assets 922 (3.310) - -
Employer contributions 108 107 837 A4
Benefits paid (23,929) (1,022) (637) (441)
Fair value of plan assets
at end of year $27.813 1$50712 |$ - 18 -
Funded status $ 5,622 | $25454 |$(13,555) { §(12.817)
Unrecognized actuarial
loss/(gain) (13,310) § {34,114 8 (144)
Unrecognized transition
obligation/(asset) {177) (404) - -
Unrecognized prior
service cost 5,996 999 - -
Net accrued liability $(1,869) 1 $ (8,065 |$(13,543) 1 $(12,961)
Amounts recognized in
the consolidated balance
sheets consisted of:
Accrued benefit liability $(2,037) || $ (8,150) | ${(13,549) I $(12,961)
Intangible asset 168 85 - -
Net accrued liability $(1.869) || $ (8,065) | $(13,549) | $(12.961)
Weighted-average
assumptions as of
December 31:
Discount rate 7.00% 7.30% 7.00% 7.30%
Expected return on plan
assets 3.50% 9.50% - -
Rate of compensation
increase 4.00% 4.00% - -
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The projected benefit obligation, accumulated benefit obligation and
fair value of plan assets for the pension plan with accumulated benefit obli-
gations in excess of plan assets were $1,956, $1,619 and $0, respectively,
as of December 31, 2001, and $1,638, §1,387 and $0, respectively, as of
December 31, 2000.

For purposes of determining the December 31, 2001, accumulated post-
retirement medical benefit obligations, the weighted-average assumed annual
rate of future increases in the per-capita cost of covered health-care benefits
was 10.0% for 2002, declining gradually to 5.75% in 2022 and after.

The health-care trend rate assumption does not have a large impact on the
postretirement medical benefit abligations since the Company’s obligations
are largely fixed dollar amounts in future years. To illustrate, a one-percent-
age-point change in assumed health-care cost trends would have the follow-
ing effects:

1-Percentage-
Paint Increase

1-Percentage-
Point Decrease

Effect on tota! of service and

interest cost components $29 $ (33)
Effect on postretirement
bensfit obligation $253 $(280}
Components of net periodic benefit cost:
Pension Benefits

2001 2000 1999
Service cost $ 850 $1,660 $2375
Interest cost 1,410 1,577 1,609
Expected return on plan
assets (2,141) (3,195) (2,338)
Recognized actuarial gain (827) (1,307) (365)
Amortization of transition
obligation/(asset) (22) (48) (46)
Amortization of prior
service cost 570 89 89
Net periodic cost (benefit) {160) (1,222) 1,324
Settlement gain (5,928) - -
Restructuring charge - - 767
Total cost (benefit) $(5,088) $(1,222) $2,091

Postretirement Medical Benefits

2001 2000 1999
Service cost $ 347 $ 317 $ 399
Interest cost 878 855 784
Net periodic cost $1.225 $1,172 $1,183

For purposes of determining the 2001 postretirement medical net periodic
benefit cost, the weighted-average assumed annual rate of future increase in
the per-capita cost of covered health-care benefits was 9.1% for 2001, declin-
ing gradually to 6.0% in 2021 and after.

Comirnon and Preferred Stock and Additional
Paid-in Capital

The Company is authorized to issue an aggregate of 31,000,000 shares;
30,000,000 were designated as Common Stock, having a par value of $0.375 per
share, and 1,000,000 were designated as Preferred Stock, having a par value of
$0.02 per share. The Board of Directors is authorized to establish one or more
serigs of Preferred Stock, setting forth the designation of each such series, and
fixing the relative rights and preferences of each such series.

On November 19, 1996, the Board of Directors approved a Shareholder
Rights Plan allowing a dividend of one preferred share purchase Right for each
outstanding Common Share of the par value of $0.375 per share of the
Company. Each Right entitles the registered holder to purchase from the
Company one one-hundredth of a Series A Junior Participating Preferred Share
of the par value of $0.02 per share of the Company at a price of $100 per one
one-hundredth of a Preferred Share, subject to adjustment. The Rights are not
exercisable or transferable apart from the common stock until the eartier of:
(i) the close of business on the fifteenth day following a public announcement
that a person or group of affiliated or associated persons has become an
“Acquiring Person” (i.e., has become, subject to certain exceptions, the ben-
eficial owner of 20% or more of the outstanding Common Shares), or {ii) the
close of business on the fifteenth day following the commencement or public
announcement of a tender offer or exchange offer the consummation of which
would result in a person or group of affiliated or associated persons becom-
ing, subject to certain exceptions, the beneficial owner of 20% or more of the
outstanding Common Shares (or such later date as may be determined by the
Board of Directors of the Company prior to a person or group of affiliated or
associated persons becoming an Acquiring Person). At no time do the Rights
have any voting power. The Rights may be redeemed by the Company for
$0.01 per right at any time prior to {and, in certain circumstances, within twenty
days after) a person or group acguiring 20% or more of the common stock. The
20% thresholds do not apply to stock ownership by or on behalf of employee
benefit plans. Under certain circumstances, the Board of Directors may
exchange the Rights for the Company’s common stock or reduce the 20%
thresholds to not less than 10%. The Rights will expire on December 23, 20086,
unless extended or earlier redeemed or exchanged by the Company.




Leases

The Company leases office and warehouse facilities, vehicles and office equip-
ment under cperating lease agreements which include both monthly and longer-

The Company’s effective income tax rate varied from the U.S. federal statu-
tory tax rate for the three years ended December 31, 2001 as follows:

term arrangements. Leases with initial terms of one year or more expire at 2001 2000 1939
various dates through 2006 and generally provide for extension options. Rent Tax at statutory rate 35.0% 35.0% 35.0%
expense under the leasing agreements (exclusive of real estate taxes, insur- Increases (decreases) in
ance and other expenses payable under the feases) amounted to $4,645, $5,110 the tax rate from.
. . State and local taxes,
and $4,065, in 2001, 2000 and 1999, respectively. net of federal benefit 48 28 20
The aggregate lease commitments with an initial term of one year or more Effect of foreign taxes {1.2) 10 03
at December 31, 2001, were $7,808 with minimum rentals for the periods Valuation allowance 31.0 - -
. Effect of foreign sales
as follows: corporation {4.5) (2.4) (2.1)
Other, net - (0.5) 04
2002 $2,964 —
Effective income tax rate 65.1% 35.9% 35.6%
2003 2,160
2004 1297 Deferred tax assets and liabilities were comprised of the following as of
2005 798 December 31, 2001 and 2000:
2006 and beyond 588
Total $7.808
2001 2000
P, Deferred tax assets:
Imeome Tares Inventaries, principally due to additional
e T costs inventoried for tax purposes pursuant
. _ to the Tax Reform Act of 1986 and
In 2001, 2000 and 1998, the Company recognized tax benefits directly to share- changes in inventary reserves $ 1,236 $ 1623
holders’ equity of $468, $375 and $678, respectively, relating to the Company's Employee wages and benefits,
ESOP and stock plans. principally due to accruals for financial
reporting purposes 11,453 14,082
Income tax expense for the three years ended December 31, 2001, was Warranty reserves accrued for
. financial reporting purposes 1,323 1,195
as foliows:
Accounts receivable, principally due
to allowance for doubtful accounts and tax
Current Deferred Total accounting method for equipment rentals 1,237 988
2007 Européan tax loss carryforward 4,267 -
Federal $6,894 $1,531 48,425 Valuation allowance (4,267) -
Foreign 25 (526) (ggg)  Jher LAl il
State 506 513 1,018 Total deferred. ta>'< éésets $16,044 $17,939
$7.525 $1,420 $8.345 Deferred tax liabilities:
2000 Property, plant and equipment, principally
due to differences in depreciation and
Federal $ 9,056 $ 3,881 $12,937 related gains $ 3,595 $ 4,358
Foreign 416 564 980 Goodwill 1,502 1171
State 1,782 95 1,877 Total deferred tax liabilities $ 5,097 $ 5,529
$11,254 $ 4,540 $15,794 Net deferred tax assets $10,947 $12,410
1893 A tax loss carryforward of $14,345 is primarily attributable to 2001 losses
Federal §11.085 $(1.615) § 9.450 from European restructuring initiatives. Because of the uncertainty regarding
Foreign 2 471 438 realizability of this asset, a valuation allowance was established against this
State 1299 (354) 5 loss carryforward. A valuation allowance for the remaining deferred tax assets
$12,385 $1{1,492) $10,893

is not required since it is likely that they will be realized through carryback to
taxable income in prior years, future reversals of existing taxable temporary
differences and future taxable income.
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Income taxes paid were $10,390, $15,420 and $12,944, in 2001, 2000 and
1999, respectively.

U.S. income taxes are not provided on undistributed earnings of interna-
tional subsidiaries which are permanently reinvested. At December 31, 2001,
earnings permanently reinvested in international subsidiaries not subject to a
U.S. income tax provision were $3,251. If ever remitted to the Company in a
taxable distribution, U.S. income taxes would be substantially offset by avail-
able foreign tax credits.

Stock Arvard Plans

The Company has six plans under which stock-based compensation grants are
provided annually. The 1992 Stock Incentive Plan {1992 Plan”}, 1995 Stock
Incentive Plan {*1995 Plan”), 1998 Management Incentive Plan {"1998 Plan”)
and 1999 Stock Incentive Plan {1999 Plan”) provide for stock-based compen-
sation grants to executives and key employees of the Company. The 1993
Directors’ Restricted Plan {"1393 Plan"} provides for the annual retainer in the
form of restricted shares to the non-employee Directors of the Company. The
1897 Directors’ Opticn Plan (“1997 Plan”) provides for stock option grants to
non-employee Directors of the Company. A maximum of 1,875,000 shares can
be awarded under these plans; 577,000 shares were available for award as of
December 31, 2001. The grant size under all plans is determined by the
Compensation Committee of the Board of Directors.

Restricted shares are granted annually and typically have a two- or
three-year restriction period from the effective date of the grant. During the
restricted period, the restricted shares may not be sold or transferred, but the
shares entitle the participants to dividends and voting rights. In 2001, 2000 and
1988, respectively, 9,100, 39,000 and 37,000 restricted shares were granted.
The weighted-average fair values of stock on the grant date were $43.64, $34.43
and $36.97 per share in 2001, 2000 and 1998, respectively.

Under the 1998 Plan, performance-related compensation grants were made
and are payable in cash or shares. The awards earned are based on achisve-
ment of certain financial performance goals and payout is aver a three-year
period following the award year. in 2001, 2000 and 1999, respectively, $662,
$649 and $1,501 in grants were made.

In 2001, 2000 and 1999, respectively, expenses of $1,021, $2,585 and
$2,523 were charged to operations for the above-described restricted and per-
formance-related award programs.

Under the 1995 Plan, the 1397 Plan and the 1999 Plan, 10-year fixed stock
options are granted annually at & price equal to the stock’s fair market value
on the date of the grant. Options generally become exercisable on a cumula-

tive basis at a rate of 25% per year.

A summary of the status of the Company's stock optien transactions
during 2001, 2000 and 1399 is shown below:

Weighted-
Average
Shares  Exercise Price

1999
Outstanding at beginning of year 452,600 $31.50
Granted 234,100 35.02
Exercised {81,800 2455
Forfeited {15,100) 3430
Outstanding at end of year 589,800 $33.79
Exercisable at end of year 310,200 $33.13

2000
Outstanding at beginning of year 589,800 $33.79
Granted 271,800 33.94
Exercised {59,800) 32.22
Forfeited - -
Outstanding at end of year 801,800 $33.96
Exercisable at end of year 460,400 $33.95

2001
Outstanding at beginning of year 801,800 $33.96
Granted 210,200 43.66
Exercised (80,300) 32.38
Forfeited (43,800) 36.53
Qutstanding at end of year 887,900 $36.25
Exercisable at end of year 523,500 $34.64

At December 31, 2601, outstanding options had exercise prices between
$22.00 and $49.63 per share and a weighted-average contractual life of
6.9 years.

The Company has adopted the disclosure-only provisions of SFAS 123,
Accounting for Stock-Based Compensation. In accordance with SFAS 123, the
fair value of options at the date of grant is estimated using the Black-Scholes
option pricing model. The following weighted-average assumptions were used
for the 2001, 2000 and 1999 grants, respectively: dividend yield of 1.8%, 2.3%
and 2.2%; expected volatility of 21%, 20% and 39%; risk-free interest rates
of 4.9%, 6.4% and 5.2%; and expected life of option of five years. The
weighted-average fair value of each option granted was $8.60, $8.20 and
$11.62 in 2001, 2000 and 1999, respectively.




Had stock-based compensation cost been determined consistent with the The ESOP shares as of December 31 were as follows:
provisions of SFAS 123, net earnings per share would have been reduced to

the pro forma amounts indicated below:; 2009 2000 1999
Allocated shares 569,221 479, 430,923
2001 2000 1999 ] 9660
Shares released for allocation - 38,987 37,988
Net eamings —as reported 84,804 §28,250 $19.693 Unreleased shares 398,845 450,419 500,155
Net earnings — pro forma 83,789 $26.995 $18,173 Total ESOP shares 969,066 969,066 969,086
Diluted earnings per share —
as reportsd $ 0.52 $ 309 $§ 215
Diluted earnings per share —
pro forma $ 0.41 $ 2.9 $ 1.99 Farnings Per Share Compulations

The computations of basic and difuted earnings per share for the years

. ended December 31 were as follows:
Employee Stock Ouwnership Plan

The Company established a leveraged Employee Stock Ownership Plan (ESOP) Net Earnings Shares Per-Share

in 1990. The ESOP covers substantially all domestic employees. The shares (Numerator) ~ (Denominator] Amount

required for the Company's 407(k) matching contribution program, as well as 2001

the Company's Profit Sharing Plan, are provided principally by the Company's Basic earnings per share $ 4,804 9,070,000 $0.53
ESOP, supplemented as needed by newly issued shares. The Company makes Dilutive share equivalents 133,000

annual contributions to the ESOP equal to the ESOP's debt service less divi- Diluted earnings per share $ 4,804 9,203,000 $0.52
dends and Company match contributions received by the ESOP. All dividends 2000

received by the ESOP are used to pay debt service. The ESOP shares initially Basic earnings per share $28,250 9,082,000 $3.11
were pledged as collateral for its debt. As the debt is repaid, shares are Dilutive share equivalents 53,000

released from collateral and allocated to employees who made 401{k} contri- Diluted earnings per share $28,250 9,135,000 $3.09
butions that year, as well as to profit sharing participants, based on the pro- 71999

portion of debt service paid in the year. The Company accounts for the ESOP Basic earnings per share $19,693 9,097,000 $2.16
in accordance with EITF Issue 89-8, Expense Recognition for Employee Stock Dilutive share equivalents 43,000

Ownership Plans. Accordingly, the shares pledged as collateral are reported Diluted earnings per share $19,693 9,140,000 $2.15

as unearned ESOP shares in the consolidated balance sheets. As shares are
released from collateral, the Company reports compensation expense equal
to the cost of the shares to the ESOP. All ESOP shares are considered out-
standing in EPS computations, and dividends on allocated and unallocated
shares are recorded as a reduction of retained earnings.

The Company's cash contributions to the ESOP during 2001, 2000 and 1999
were $1,239, $1,203 and $1,225, respectively.

Expenses in excess of {less than) benefits provided to employees through
the ESOP, which were recorded in miscellaneous expense (income), were $110,
$(402) and $468 in 2001, 2000 and 1999, respectively. Interest earned and
received on the Company loan to the ESOP was $1,222, $1,301 and $1,372, in
2001, 2000 and 1999, respectively. Dividends on the Company shares held by
the ESOP used for debt service were $813, $818 and $799, in 2001, 2000 and
1999, respectively. At December 31, 2001, the ESOP indebtedness to the
Company, which bears an interest rate of 10.05% and is due December 31,
2009, was $11,087.
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Segment Reporting

The Company operates in one industry segment which consists of the design,
manufacture and sale of products used primarily in the maintenance of non-
residential floors.

The foliowing sets forth net sales and long-lived assets by gesgraphic area:

2001 2000 1999
Net sales:
North America $302,074 $327.951 $304,447
Eurape 80,605 80,668 82,234
QOther international 40,291 45,425 42,726
Total $422,970 $454,044 $429,407
2001 2000
Long-lived assets:
North America $77,874 $ 74,086
Europe 11,026 1,91
Other international 1,264 1,364
Total $90,164 § 87.421

Net sales by geographic area are net of intercompany sales. North America
sales include sales in the United States and Canada. Sales in Canada com-
prise less than 10% of consolidated sales and are interrelated with the
Company’s U.S. operations. No single customer represents more than 10% of
the Company’s consolidated sales.

Accuisition

On January 4, 1998, the Company acquired the shares and holdings in asso-
ciated businesses of Paul Andra KG, a privately owned manufacturer of
commercial floor maintenance equipment in Germany, for an aggregate con-
sideration of $10,059. Consolidated net sales in 1999 include 11 months
as European entities were consolidated based on a November 30 year-end.

The purchase price was allocated to the acquired assets and assumed obli-
gations based on their fair market values. The purchase price and related acqui-
sition costs exceeded fair market values by approximately $4,500. This amount
has been recorded as goodwill and is being amortized on a straight-line basis
over 20 years. The transaction has been accounted for using the purchase
method of accounting, and as such, the Company’s results of operations include
Paul Andra KG business results since the acquisition date.

Conisocilnted Quarterly Dala (Unaudiled)

Net Sales Gross Profit
Quarter 2001 2000 2001 2000
First $103,653 | $108.419 $ 29,721 |} § 43,991
Second 110,783 115,099 40,336 46,719
Third 104,978 115,082 37,865 45,502
Fourth 103,556 115,444 35,368 46,977
Year $422,970 || $454,044 $153,890 [ $183,189
Diluted Earnings

Net Earnings per Share
Quarter 2001 2000 2001 2000
First $ 150M) $ 5487 $0.02 $0.60
Second 1,3430 7,637 0.14m 0.83
Third 2,928 7184 0.32 0.79
Fourth 385" 7,942 0.04" 0.87
Year $4,804"y $28,250 $0.52" $3.09

" Includes after-tax restructuring charges of $3,354 ($0.36 per diluted share} and $3,522
($0.39 per diluted share) in the first and second quarters, respectively, as well as the
after-tax pension settlement gain of $3,735 ($0.41 per diluted share) and the deferred
tax asset valuation allowance of $4,267 ($0.47 per diluted share) in the fourth quarter.

Regular quarterly dividends aggregated $0.80 per share in 2001, or $0.20
per share for all quarters, and $0.78 per share in 2000 ($0.19 per share in the
first and second quarters; $0.20 in the third and fourth quarters).




Management's Repart

The Company’s management is responsible for the integrity and accuracy
of the financial statements. Management befieves that the financial state-
ments for the three years ended December 31, 2001, have been prepared
in conformity with accounting principles generally accepted in the United States
of America appropriate in the circumstances. In preparing the financial state-
ments, management makes informed judgments and estimates where neces-
sary to reflect the expected effects of events and transactians that have not
been completed.

In mesting its responsibility for the reliability of the financial statements,
management religs on & system of internal accounting controls. This system
is designed to provide reasonable assurance that assets are safequarded and
transactions are executed in accordance with management's authorization and
recorded properly to permit the preparation of financial statements in accor-
dance with accounting principles generally accepted in the United States of
America. The design of this system recognizes that errors or irregularities may
occur and that estimates and judgments are required to assess the relative
cost and expected benefits of the controls. Management believes that the
Company's accounting controls provide reascnable, but not absolute, assurance
that errors or irregularities that could be material to the financial statements
are prevented or would be detected within a timely period.

The Audit Committee of the Board of Directors, which is comprised solely
of Directors who are not employees of the Company, is responsible for
monitoring the Company's accounting and reporting practices. The Audit
Committee meets periodically with management and the independent
auditors to discuss internal accounting controls, auditing and financial report-
ing matters.

Wﬂﬂ%

Janet M. Dolan

President and Chief Executive Officer

Anthony T. Brausen

Vice President, Chief Financial Officer and Treasurer

Independent Auditors’ Report

The Board of Directors and Shareholders
Tennant Company:

We have audited the accompanying consolidated balance sheets of Tennant
Company and subsidiaries as of December 31, 2001 and 2000, and the related
consolidated statements of earnings, cash flows, and shareholders’ equity and
comprehensive income for each of the years in the three-year period ended
December 31, 2001. These consolidated financial statements are the respon-
sibility of the Company’s management. Qur responsibility is to express an
opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes exam-
ining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting prin-
ciples used and significant estimates made by management, as well as eval-
uating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above
present fairly, in all material respects, the financial position of Tennant
Company and subsidiaries as of December 31, 2001 and 2000, and the results
of their operations and their cash flows for each of the years in the three-year
period ended December 31, 2001, in conformity with accounting principles
generally accepted in the United States of America.

KPMe P

Minneapolis, Minnesota

February 5, 2002
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TENNANT COMIPANY AND SUBSIDIARIES
Historical Financial Review

(In thousands, except shares and per share data)

Years ended December 31 2001 2000 1999
Net sales $ 422,970 454,044 429,407
Cost of sales $ 263,080 270,855 256,398
Gross margin — % 36.4 40.3 405
Selling and administrative expenses $ 136,440 138,665 136,076
% of net sales 32.3 308 3N
Profit from operations $ 13,416 43,524 31,2627
% of net sales 3.2 956 73
Other income (expense) $ 333 520 {676)
Income tax expense $ 8,945 15,794 10,893
% of earnings before income taxes 65.1 359 356
Net eamings $ 4,804 28,250 19,693@
% of net sales 1.1 6.2 46
Return on beginning shareholders' equity — % 3.1 20.8 15.0

PER SHARE DATA®

Basic net earnings $ 0.53"ma n 2.169

Diluted net earnings 3 0.52" 3.09 2.15@

Cash dividends $ 0.80 78 76

Shareholders’ equity (ending) $ 17.08 1712 15.12

YEAR-END FINANCIAL POSITION

Cash and cash equivalents $ 23,783 21,912 14,978

Total current assets $ 152,387 171,628 165,093

Property, plant and equipment, net $ 69,792 66,713 66,306

Total assets $ 246,619 263,285 257,533

Current liabilities excluding current debt $ 45,883 54,683 62,097

Current ratio excluding current debt 3.3 3.1 21

Long-term liabilities excluding long-term debt $ 26,643 31,082 30,616

Debt:

Current $ 9,765 12,572 12,902
Long-term $ 10,000 10,000 16,003
Total debt as % of total capital 11.4 127 175

Shareholders’ equity $ 154,328 154,948 135,915

CASH FLOW IRNCREASE (DECREASE)

Related to operating activities $ 34,141 38,866 37,603
] Related to investing activities $ {20,544) {19,251) (25,343)
Related to financing activities $ {11,633) {12,680) (14,665)
OTHER BATA

Interest income $ 2,133 2,532 2,847

Interest expense $ 1,793 1725 2,572

Depreciation and amortization expense $ 18,507 18,391 18,667

Net expenditures for property, plant and equipment $ 20,544 18,251 16,362

Number of employees at year-end 2,387 24N 2,266

Diluted average shares outstanding® 9,203 9,135 9,140

Closing share price at year-end® $ 37.10 48.00 3275

Common stock price range during year® $32.80-49.56 28.25-563.38 31.44-45.00

Closing price/earnings ratio 71.3 155 15.2

12001 includes unusual items of $5,041 pre-tax (33,141 net of taxes or $0.34 per diluted share) “Includes a charge of $4,267 after-tax (or $0.47 per diluted share)
to record a deferred tax asset valuation allowance #1999 includes pre-tax restructuring charges of $6,671 ($4,308 net of taxes or $0.47 per diluted share) 1993
includes pre-tax restructuring charges of $4,090 {32,536 net of taxes or $0.26 per share) ¥ Adjusted retroactively for two-for-one stock split effective April 26, 1995
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1998 1997 1996 1995 1994 1993 1992
389,388 372,428 344,433 325,368 281,685 221,002 214,863
226,233 217,570 204,165 187,396 163,989 127,843 123,397

419 416 407 424 418 422 426
125,806 118,770 108,637 107,790 93,572 77,730 75,337

323 31.9 315 331 332 35.2 351

37,349 36,088 31,631 30,182 24,124 11,333% 16,129
9.6 9.7 9.2 9.3 8.6 5.1 75
1,743 1,542 698 (747) (43) 1,595 1.864
13,767 13,425 11,302 9,773 8,345 3,802 4,803
35.2 35.7 3.0 33.2 347 294 267
25,325 24,205 21,027 19,662 16,735 9126% 9,229
6.5 6.5 6.1 6.0 56 4.1 4.3
18.9 18.8 184 204 18.7 108 12.0
267 243 2.09 1.98 1.60 93¢ 94
2.67 241 2.09 1.98 1.80 93¢ 94
J4 72 69 68 65 64 B
14.39 13.82 12.93 .47 8.78 8.56 8.64
17,693 16,279 9,881 4,247 1,851 2675 3512
150,868 143,105 126,481 123,508 98,454 73,752 74,741
66,640 65,111 65,384 63,724 56,552 46,622 45,430
239,098 233,870 219,180 215,750 182,834 128,634 128,988
49,689 53,738 45,724 44,374 41,958 29,657 28,848
3.0 27 28 28 23 25 26
27,802 22,801 18,908 16,747 15,318 12,591 10,691
7,302 2,377 3,864 17,349 23,008 1,190 1,492
23,038 20,678 21,824 23,149 6,300 1,103 3,107
18.8 14.7 16.6 26.2 233 27 5.1
131,267 134,086 128,860 114,131 96,249 84,093 84,850
42,890 41,892 44,566 17,834 26,754 21922 20,115
(17,221) {15,490} (17,240} (22,107) {47,931) (13,569) (15,717)
(24,290) {20,434) {22,024) 6,721 20,351 (9,244) (3,346)
37N 4,699 4,259 4132 3,807 3,583 3619
2,292 2,021 2,491 2,640 1,677 509 540
17,550 17,468 16,387 14,090 13121 10,987 10,241
17,221 16,424 17,581 19117 18,870 12,877 12,315
2127 2,019 1,950 1,997 1,916 1,707 1,758
9,500 10,032 10,076 9916 9,826 9,836 9,832
4013 36.38 27.50 23.88 2413 2350 21.44
33.00-44.81 26.13-39.63 21.25-27.50 22.25-29.00 20.47-24.25 19.75-24.25 17.25-24.38
15.0 15.1 13.2 12.1 16.1 253 228




Board of Directors and Officers

Directors

DAVID C. COX, Retired President and Chief Executive Officer,

Cowles Media Company, Minneapolis, Minnesota

ANDREW P. CZAJKOWSKI, Retired Chief Executive Officer,
Blue Cross & Blue Shield of Minnesota, St. Paul, Minnesota

JANET M. DOLAN, President and Chief Executive Officer

JAMES T. HALE, Executive Vice President and General Counsel, Target

Corporation, Minneapolis, Minnesota

PAMELA K. KNOUS, Executive Vice President and Chief Financial Officer,
SUPERVALU INC., Minneapolis, Minnesota

WILLIAM 0. MILLER, Chairman,

irwin Financial Corporation, Columbus, Indiana

EDWIN L. RUSSELL, Chairman and Chief Executive, Horizon Investments,

Duluth, Minnesota

STEPHEN G. SHANK, Chairman and Chief Executive Officer,

Capella Education Company, Minneapolis, Minnesota

FRANK L. SEMS, Corporate Vice President Transportation,

Cargill, Incorporated, Minneapalis, Minnesota
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RICHARD M. ADARMS
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Vice President, Chief Financial Officer and Treasurer

REX L. CARTER
Vice President and Chief Information Officer

GRANT M. DESROCHES

Vice President, Industrial Sales

THOMAS J. DYBSKY
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PHILIP R. HAGBERG
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JAMES H. MOAR
Chief Operating Officer

PATRICK J. G'NEILL

Assistant Treasurer

JAMES J. SEIFERT

Vice President, General Counsel and Secretary

GREGORY M. SIEDSCHLAG
Corporate Controller and Principal Accounting Officer

DAVID T. VEDDER

Vice President, Global Engineering

STEVEN K. WEEKS
Vice President, Global Marketing

TENNANT NV (EUROPE)

ANTKONY LENDERS, Managing Director




Investor Information

ANNUAL MEETING — The annual meeting of Tennant Company will be held
at 10:30 a.m. on Thursday, May 2, at The Northland Inn, 7025 Northland Drive,
Brookiyn Park, Minnesota.

STOCK MARKET INFORMATION — Tennant common stock is traded on
the New York Stock Exchange, under the ticker symbol TNC. As of December 37,
2001, there were approximately 3,700 shareholders.

QUARTERLY PRICE RANGE — The accompanying chart shows the quar-
terly price range of the Company’s shares over the past five years:

First Second Third Fourth
1997 $26.13-28.75  $26.75-33.25  $33.25-37.50  $36.00-39.63
1938 $34.75-41.13  $40.75-44.81 $37.00-44.50  $33.00-41.25
1989 $31.44-4500  $32.00-38.50  $32.63-37.25  $32.00-35.63
2000 $28.25-34.50  $3050-38.00  $33.75-4425  $39.00-53.38
2001 $39.95-49.56  $39.85-4560  $3332-40.25  $32.80-38.40

DIVIDEND INFORMATICN — Cash dividends on Tennant's common stock
have been paid for 58 consecutive years, and the Company has increased the
dividend payout in each of the last 30 years. Dividends generally are declared
each quarter. Following are the remaining record dates anticipated for 2002
May 31,2002  August 30,2002  November 29, 2002

DIVIDEMD REINVESTMENT OR DIRECT DEPOSIT OPTIONS -
Shareholders have the option of reinvesting quarterly dividends in additional
shares of Company stock or having dividends deposited directly to a bank
account. The Transfer Agent should be contacted for additional information.

TRANSFER AGENT AND REGISTRAR — Shareholders with a change of
address or questions about their account may contact;

Wells Fargo Bank Minnesota, N. A.
161 North Concord Exchange

PO. Box 738

St. Paul, MN 55075-0738
651-450-4064 © 1-800-468-9716

TENNANT INFORMATION ON THE COMPANY'S WEB SITE -
Investor, product, news releases and other company information can be found
on Tennant's web site: www.tennantco.com. A portion of the web site is
devoted to investors and contains several convenient investor-oriented fea-
tures. In addition to general company information and extensive information
about the Company's common stock, the investor portion of the site enables
investors to view a calendar of upcoming events and register to receive e-mailed
notification of Company news releases and Securities and Exchange
Commission filings. The site allows users to interactively chart the Company's
share price performance over multiple time intervals and against multiple
indices, request Company information and obtain information on the Company’s
dividend reinvestment plan. The site also provides links to the Company’s
filings with the Securities and Exchange Commission.

10-K AND OTHER IMVESTOR INFORMATION — To be included in a list
to receive mailed or e-mailed copies of Tennant’s quarterly earnings news
releases or to receive a copy of Tennant’s 2001 Form 10-K filed with the
Securities and Exchange Commission and other financial information, please
write to Tennant Company, Attn: Investor Relations, PO. Box 1452, Minneapolis,
MN 55440, or call (763) 540-1553.
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